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SURVEY OF CURRENT BUSINESS

Dacomber 1939

Capital Expenditures of the Railroads

By Herxvtn Laskon, Divlabiy of Branomic Roscarch

INDUSTRL&L production, as mensured by the Faderal
Reaerva index, has recently risen to & voluma com-
parable with that of the enrly months of 1687, The
stoying power of this recovery im dependent, among
other faetors, upon ihe current and near-futurs in-
oresses in investment expenditures other then those

mads for inventory accumulstion. One area in which |-

gapital outlays have expanded is the reilroad induséry;
hence, the size of this incrense in investiment and the
possibility of its continuing are of fundamantal itnpor-
tance to on appraisal of the prospactive ceomormie
situntion.

Volume of traffic anrried is the principal footor deter-
mining the requirements of the pailronds for aquipment.
Thes direct comnection batween esvnings nnd traffic,
howsver, and the grentsy propensity on the pard of the
railroade to make purchazes when their esrnings
position ia favorabla, leads to o fnirly close relationship
betwesn ned railwey operafing income snd totel ax-
pendituras for conetruction of ways and struetures and
for equipment (ses fig. 7). Sepnrately coneidered, ex-
penditures for fixed plant show less variniion than
those for solling stocl, and this lendz to wide fluetun-
tioh in equipment purchnses with varintione in income.

With the lorge decline in income after 1029, expendi-
turos for new equipment fell to n amall freeton of the
annunl averags for the decods of the twentics. Follow-
ing the incrense in sarlondings and opersting income n
1083, equipment outlays rose in 1034, but it was not
until the impravement in operctions beeame markad-—
in 1936 ond 1937—that this item beoams sipnifieantly
higher, In 1937 it eompared favorsbly with the same
figure for ahout half the yerrs of the poat-war decnde.
A denling in net railway operoting ineome in 1938 of
mors than 50 pereent from 1937 to the loweat figara of
any year eince 1032 bronght 2 reduvetion in new equip-
ment expenditures of almost two-thirds. Of the
smount spent for new aquipment in 1988, estimated at
121 million dollars,' & larga part was fhe reealt of
deliveries of orders plagced in the provious vesr. A
resumption of the vpward movement in opersting
income during 1939 was followed by additional orders
for new equipment, but the axtant of thig buying has
not been sufficient as yet to bring equipment manu-
faeturing nativity up to the levals renohed in 18387,

Requirements for New Equipment.

Further placoments of new ovders by tha railronds
obviously depend upon their expectations with regard
to the nead for mew equipment, in addition to thai
now on order, to meet shipping requirementa during
the eoming year. In this connection it may he noted

1| Extitoatod Expeodlires jor Mew Duable Qoods, 100038, Fedaral Reseroe ul-
Exthy, Roptomber 149, p, 7il.

thot the highest weekly loadings reported since 1934,
which came during the week of October 21 of this
yenr when over 581,000 cars were leaded, sllowed a
Freight-car surplus for the week of aboui 50,000 cors,
ond no important shortages were reported. Loadings
of coul snd ore increngad substentially and the reported .
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cor surpluses of the types used in canying these com-
modities were reduced fo upusunlly smoll figurea.
However, the number of gondola hopper cars suitable
for coal, coke, or are shipmenis awaiting repoirs on
Cetober 1 amounted to more than 110,000 uniis.
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The ability of the railrosds to meet an importent
part of their needs by repairing old equipment is
indicated by the date in fables 1 and 2. The differencs
between the total number of instellations and the part
of that toial copsinting of new units 35 conzidernbls.
The svailability of further core and locotnotives for
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aervice aiter repairs is indicated by the difference be-
twoen the total number of unife on the lines and the
number sexviceable. This difference comprizes those
units which are awniting clnssified repairs, of which a
largs propertion can be meds serviceable., Whils the
recorded totol of locomotives continved the decline
which }s now of 15 years' durstion, repair oparationsin
1836 nnd 1937 reduced the percentsge of bad-order
unita to fotol and yielded nei inoveases in the pieces of
equipment available dor enlarged traffic requirements
jn 1937. OSimilarly, the decine in the number of
freight onrs-—14,000 units from 1036 to 1937—was
offset by repairs so that there was n net inecrense in
servicenble nnita over this same period of ,000 ture.
That the railronde have talen sdvaniage of the supply
_ of equipment awaiting repaire in order to meet current
napds is avident from the stefament of the Assaciation
of American Railronds to tha effect thet an unusaally
largo number of ¢ars and locomotivea were repaired
and placed in service just prior to the foll perk in
{raffic.

While there is & disinct impression that mony of
$he locomotives and cars now in use or awsibing repmirs
are obsolete or superannuated, the age liozis which
wers commonly acecepted during the barly $wendies
have been extended by the grenter uze of sieel in
freight ond passenger cars snd by mors efficrend build-
ing of loeomotives, Ovwer three-fourths of the pamen-
ger onrs ore now stesl, and of the remasining querter,
two-thirds hove steal upderframes. The proportion of
Ireight cora entiraly sfeel haa ineveased from lesa than
one-third in 1925 to more than one-half at present,
while the same figura for cors either all ateel or steel
underfrema has increased irom about thresa-fourths to
over 95 percent (see tabla 3). The rapid rise in the
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proporien of stee] cars sinee 1931 results partly from
the decrense in the total numbar of sars, brought about
largely by the retirement of cars of nonstesl construe-
tion. However, there s no doubt that the better-
constructed equipment on the linea today is capabla
of longer mervioe than that of enrlier periods, and with
the lerge supply of cars and locomotives now availabla
for repair and reipetallnfion into nefive service, the
requiraments of tha railreads for new equipment under
present conditiona of traffic need not be conzidernble.
On the other hand, on mevessed volums of onclondiogs
beyond the point renched his fall, if susts ned, would
no doubt necessitate substantinl purchases of new
eguipment.
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Capacitiea and Ttlization of Exiating Equlpment,

Another source of incremsed nbility to carry fraffio
which is not revealed by either the number of service-
able units or the totnl number avoilable, is the greater
power and capecities of the newer locomotives and
freigkt cors. In all the pertods shown in teble 2, from
1924 through June 1939, the nverage power of levomo-
tivee ond the avernge capmcity of freight cars has
inorensed. In severnl enses thess neredses have been
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more thon sufficient to offset the decresses in the number
of units available. While this consideration moy not
be important to a discussion of nvailable fucilities as
related to freight-car londings, szch being oxpressed in
aumber of units, it bos 8 beoring on the ability of the
roilroads do meet the h.lg’h-et tomnoge requirements of
a general business expansion.

Mora efficient routing of availokle cars throuph the
Car Service Division of the Asscoistion of Amerioan
BRuilronds bae scted to reduee the possbility of car
ghorteges, Except for very brief periods, there have
been no important shortages during recent years of low
utilization of the railroad facilities, ond the systemntic
shifting of cars to points needed through ihe activitisa
of this central organization has tended o keep shorioges
of a locol nature at o minimum. ‘The peesible invoco-
tion of the authority of the Bureau of Service of the
Interstate Commerce Conunission, should serious ehort-
ages be threatened, is also o potential foctor, the efficacy
of which hne oot yet been bosted.

Furchases of Rails.

Biee] rail maneinciuring representa o small but im-
portant segment of the ateel industry, and the position
of the railronds in regard to their demand for new roils
ip of interest in any consideration of the part played by
the roilroads in the stimulation of other industries. It
i evident from teble 4 thot the major part of total rail
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ment purposes. Despite large voriations in this item
for the raillroads, the relatively grester stability in
demand for rails than for rolling stook is in agresment:
with the relative stability of expenditures for ways
and structures noted above. The more direct reln-
tionship between tonnepe cervied and the wear on rails
is & factor in determining the future rail requirements
of the railrosds in the event of further invrenses in
sroffic. Rapnrtamd;mtalm*gamrmmmmﬂsnur-
rently on order since the summer, but it is doubtiul
whather the greater part of these are intendad for use
immediatoly on delivery. Ordinarily, such onders are
placed Iater in the winser for delivery in time for lay-
ing in the: spring and summer. The placement of
orders ot this time appears, therefora, to have the
characteristice of the anticipntory buying evident in
many lines following the war declerations of Seplember.
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Railway Eqolpment Manufacturing Industry.

The dagrea to which the equiptnent industry, ns
distinguished from railrosd shops, has ehared in ex-
penditures for new equipment has voried considerably.
In 1933, Clase I railwnys reported only 1 freight car on
arder with aquipment manufacturers during the engire
year, while the number of ears on order in their own
shops during the year averaged in excess of 1,000 units,
The fluetuations in activity in the railroad shops, 2s
messured by unfilled orders om hand, have been wide,
but shey have not been so violent as those of the equip-
ment mahufaeturers. That the railroads sre abla to
fulfill & large part of their raquiraments themeelyen is
“indionted by the fact thni during the peak of 1937
activity, vnfilled orders held by the railrosd shops ran
avound one-fourth of the tofal and wers higher hon ng
any time sinca these datn were first made available in
1923. More than a fifth of the wunfilled roilrood
freight-car orders gt the end of September 1939 were
in their own sheps, and ineresses in the numbsr an hand
during October were ovenly divided between the rail-
road shops snd equipment menufosturars.

Activity in the agquipment menuizciuring industey
naturally reflects the imegular placement of orders by
the railroads. The high preduction immedintely after
the war was followed by o steady downwerd movement
to exosedingly low totals in 1932 and 1933, with the
only important brenk in this trend cceurzing in 1929,
Federal nid extended o the raikroads in 1934 helped
revarsa the movement and rising freight traffic and
sarnings in 1636 and 1837 brought further advances in
the equipment industry.
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Imporiant orders for new egquipment were placed late
in 1936 and enrly in 1937 in snticipation of nn enlarged
volume of trafic during the 1837 fall peak, and these
brought unfilled ¢rders held o4 that iime by equipment
maonufacturers to totals which compared favorebly with
the volume on bend in 1929 (see Bg. 8). With the
pnormal seasonnl decline in new equipment Jemand,
shipments exceeded new ordarz, nnd unfilled orders on
hand dropped alter April, Employment was reduced
in car manufeeturing in July and in lecomotive building
in October (ses fig. 9). Carloadings, which hed heen
muintained &6 relatively high lavels throughout the first
three quarters of 1987—reaching » recovery high in
September of thot year—dropped precipitously during
the lost three months of the yenr. For the first quarter
of 19328 they were the lowest since 1833, A lnck of new
orders, usually placed nround ¢he yesr-end for delivery
in time for the following fall peak of cslondings,
brorehi about a decline in netivity in the reilway eguip-
ment mannfacturing industry. By the middle of 1938,
the indezes of employmené and poy rells in the cnr
industiy were about one-third of the 1937 top. Em-
ployment in the locomeotive industry fell in about the
same proportion, whils pay rolls declined to shout &
fifth of the earlior figure,

Some improvernend toward the close of 1925 nnd
throvgh the first holf of 1939 wos indicated by the
elightly higher velumes ¢ unfilled orders, employment,
and pay rolls in the industry; aciivity nevertheless
romaived relatively low until September. Then new
erders placed Jor freight cars brought the volume of
unfilled orders held by equipment monufacturers ot the
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month end to the highest total for t$hat menth since
1¢2%. Whils o fovoreble showing was made in Sep-
tember, due prineipally 4o the unseasonal placement of
the new orders, the abeolute volume of cor orders on
hand was still enly about half the number on hand at tha
high point of 1337. The comporative position of orders
for losomeotives wos not 50 favorchls as that for freight
CAYS.

Reports for Outober revenl furiher increases in the
quaniity of unfilled orders on hand, though the wnve
of buying has receded with November placementa much
reduced. Unfilled freight-car ordere at the end of
{(ctobar wera about equal {0 those held in Augusd 1957,
and locomotive orders to thoss held in December 1937,
Some paing in employment ahove thet shown in teble
3 are, thersiore, to be expected. However, these zaing
may not be grent unless further orders are placed in
substantial smounts.

Because of the long period of production for the major
products and beoayse of shifts in type of output, neither
naw ordars, unfilled orders on hand, nor shipmeent dota
for railway equipment wiford complete menesnres of
activity in this indusiry. The employment snd poy-
roll dato compiled by the Burenu of Labor Stntistics
of the United States Depardment of Labor, corrected
to the various Census reports, afford perbaps the best
indicotion of the actual trend of operations, inoluding
those forms of activity which e related neither to the
manufacture of now cars nor o the building of new
locomotives, Bepair work dons by the eer industry,
ns reported by the Burean of the Cengus of the Unitad
States Depariment of Commerce, adda aome stobility
0 an otherwiss widely flnctuating total velue product.
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While the totol value of cars and parta produced fell
from 225 million dollars in 1929 to almoat 16 million
dollers in 1933, the decline in receipts for repair work
wins frorn 97 million to 33 million dollars. During
this period, employment fell about two-thirds and pay
tolls thrae-fourthe. In 1935, receipta for repnir work
of almost 48 million dollars agnin axceeded the valus
of cays and ports produced, and in 1937 o further in-
crease wis reported in repaivs although the nrich greater
merensp in building operntions reduced the relative
position of this item in ¢he total. Another source of
netivity which haa become of considerable impartonce
to the car industry ia the production of other rnatal
produeta not normally elassifiad in this induetry. While
this type of production rapressnted lass than 4 million
dollars of & total of 328 million dollars in 1929, its im-
portance had inc¢reased by 1937 to the point that out -
of o total of 235 million dollors almost 35 million dollaxe
warth of products mot normally classified in $his in-
dustry wera reported.

Repoir work has not been se substantial a buffer for
the locomotive industry o3 for the car indusiry, but
the monufncture of products not normally belonging
ta ths induatry represented mora than half of the total
product in 1933 and ome-fourth in 1935. The per-
centage-to-totel decrensed comsidernbly in 1937 as &
reault of ths relatively lurge orders for new locomotives,
but o siznble increass in the "other produets’’ item was
nevertheless reported. Both the enr and locomotive
building industries have developed nlong lines which
offer them limitad bosie stability sven though their maia
sourse of oparations fluctustes very widely.

The Posltion of United States Shipping
(Condinued from page 18)

but alao for purposes of nedionel defense, It has baan
sstimnited that, in tho event of war with o major power,
the militery forces alone would require ot leeat 1,000
ships, ageregating 6,000,000 groas tons. In terms of
tonnnge the pressnt merchant fleet could meet these
requiraments, but in terms of apood and efficleney ib
could not.

Mozt of the present tonnage of this country comprises
ships hostily built under the Shippiog Board program.
In 1014, United States sen tomnsge arounted to 2
million $ons; in 1921 the totel was 13.5 millions, with
the bullc of the incresss appesring in 1913-21. From
1022 until the present Maritime (lommiasion program
got under way, however, Ametican shiphuilding was
almoat stagnand. ‘Total sea-going tonnape declined
steadily from 13.6 million tona in 1532 to 8.9 millicp
tons in 1938, Not one ocean-going ship was launched
between 1922 and 1928, The present program of the
Maritime Commission calls for 500 ships to be built

during tho 10 years ending 1948, roughly & goal of
4,000,000 zraoss toos.

Within, the nex$ 3 years over 3 million tons of United
Btates ocean-going vesaels will pass the 20-year mark,
in addition o the 4% million tons now over 20 yeara
old. This total of 74 million tons represenis nearly
00 percent of our present merchent flset. The Muori-
timea Clommission program, therefors, is consistent with
replacameni neada for national defense alone, regardlesa
of the wortime effects on the shipping indusiry.

American shipyards are ourrently operniing at o
higher level than at any #me =ince 1921, chislly owing
to the Maritime Commission and naval eonstruction
progroma.  In October 1939 aver 1,000,000 groas tons
of sen-going vessals were under conatruection or on order,
moreé than double the figure of o year previous., In
nddition, on October 1 naval veessla of 510,000 tons
dizplacement were under construotion, of which arovnd
240,000 tons were in private yards,



